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Summary 

Congress passed the Sarbanes-Oxley Act of 2002 (P.L. 107-204) to remedy weaknesses in 
accounting and corporate governance exposed by massive fraud at Enron Corp. and other firms. 
Criticism of the law, which has been fairly widespread among business groups, academics, and 
accountants, focuses on the costs of compliance, which are said to outweigh the benefits. Several 
studies and comments have argued that the rising cost of regulation has created incentives for 
firms to list their shares on foreign markets or to withdraw from the public markets altogether, 
weakening the international competitive position of U.S. stock exchanges. 

Specific evidence cited includes the fact that 24 of the largest 25 initial public stock offerings 
(IPOs) in 2005 took place on foreign exchanges, and that there has been a boom in the private 
equity market, where U.S. securities regulation is minimal. This report attempts to put instances 
like these in context by presenting comparative data on the world’s major stock markets over the 
past decade. 

In terms of the number of corporations listing their shares, several foreign markets have shown 
faster growth than the major U.S. exchanges (the New York Stock Exchange (NYSE) and 
Nasdaq). However, these increases appear to be fueled primarily by growth in the number of 
domestic firms listing on their own national markets. While major foreign markets have seen 
significant declines in foreign listings as a percentage of all listings, U.S. exchanges have not 
been abandoned by foreign companies in significant numbers. 

Perhaps the most common reason for firms to delist, or leave a stock exchange, is a merger with 
another firm. Lower costs of regulation may be a side benefit of many mergers, but trends in 
interest rates and stock prices appear to be the primary determinants of merger activity. A rising 
number of corporate acquisitions result in the acquired firms “going private” — becoming exempt 
from most regulation — but this trend is also largely driven by economic conditions. Private equity 
investment has boomed since 2000 because debt financing has been abundant and relatively 
cheap, and because institutional investors have sought higher yields than what the stock and bond 
markets have provided. 

Figures on new issues of stock (including IPOs) are volatile, and annual data may be skewed by a 
few large deals. Certain foreign exchanges have recovered more quickly from the 2000-2002 bear 
market, but, on the whole, there is little evidence that the U.S. stock market is becoming less 
attractive to companies seeking to raise capital. When the bond markets are included, the role of 
the U.S. securities industry in capital formation appears to be as strong as ever. 

The data surveyed here suggest that rising regulatory costs have not precipitated any crisis in U.S. 
markets, and that the outcome of global competition among stock exchanges depends more on 
fundamental market conditions than on differentials in regulatory costs. This report will be 
updated if events warrant. 
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Introduction 

The Sarbanes-Oxley Act of 2002 (P.L. 107-204) was enacted in response to massive accounting 
fraud at Enron and a long list of other U.S. corporations. The law sought to improve — or 
restore — the effectiveness of the gatekeepers who are supposed to ensure that investors receive 
accurate information about firms whose securities are traded in public markets. Under Sarbanes- 
Oxley, corporate executives, directors, auditors, accountants, attorneys, and regulators are all held 
to more stringent standards of accountability. 

Criticism of Sarbanes-Oxley has focused on compliance costs, which to some observers outweigh 
the benefits of improved governance and regulation. 1 Since direct measurement of those costs and 
benefits within a single business is impossible, much of the debate has looked to the securities 
markets, where excessive regulatory costs should be mirrored. 

Raising the costs of complying with U.S. securities regulation, as Sarbanes-Oxley unquestionably 
did, creates incentives both for firms whose securities are listed on U.S. stock markets and for 
firms weighing the costs and benefits of going public and obtaining such listings. 2 Firms in the 
first group (including non-U. S. companies) that find compliance costs excessive may choose to 
delist their shares and become privately held businesses, or list on foreign stock exchanges, where 
Securities and Exchange Commission (SEC) regulations do not apply. Firms in the second group 
may decide to avoid SEC regulation by remaining private and seeking funds outside the public 
securities markets, from private equity investors, for example. They also have the option of going 
public in a foreign country. If significant numbers of firms have decided since 2002 that the costs 
ofU.S. regulation exceed the benefits of access to U.S. public securities markets (with their 
traditional advantages of deep liquidity and low transaction costs), some or all of the following 
would be expected: 

• a decrease in the number of firms (domestic and foreign) whose shares are listed 
on U.S. exchanges, either in absolute terms or relative to foreign stock 
exchanges; 

• an upward trend in delistings, reflecting companies that choose to leave the U.S. 
public markets; and 

• a falling off in the number of new listings on U.S. exchanges, as the initial public 
offering (IPO) market shrinks or moves offshore. 

Several recent comments and studies have cited evidence that U.S. stock markets have indeed 
become less competitive and have suggested that expensive regulation may be partly to blame. 3 
Few would argue that Sarbanes-Oxley (or U.S. regulation in general) is solely responsible for the 



1 For an overview of criticisms, see Henry N. Butler and Larry E. Ribstein, “The Sarbanes-Oxley Debacle: How to Fix 
It and What We’ve Learned,” Mar. 13, 2006, available at http://www.aei. org/events/filter.all,eventID. 1273/ 
summary.asp. 

2 Throughout this report, “public” is used to describe companies that sell their securities to the general public (and 
thereby come under SEC regulation) and the markets where those securities are traded. “Private” (or “privately held”), 
on the other hand, refers to corporations that do not report to the SEC because their stock is not available for sale to 
small investors. 

3 See, e.g.. Committee on Capital Markets Regulation, Interim Report, Nov. 30, 2006, at http://www.capmktsreg.org/ 
research.html, which argues that “the growth ofU.S. regulatory and compliance costs compared to other developed and 
respected market centers” is “certainly one important factor” in the loss ofU.S. competitiveness, (p. x). 
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perceived decline in U.S. markets’ competitive position. Other factors include several long-term 
trends, such as (1) the growth of foreign stock markets, particularly in countries like China and 
Germany without long traditions of widespread stock ownership; (2) the lowering of legal and 
regulatory barriers to cross-border investment and trading; and (3) the role of computer 
technology in reducing communications, information, and transactions costs. However, policy 
recommendations to address the perceived decline in competitiveness tend to focus on regulatory 
relief, since there is little Congress or regulators can realistically do to reverse financial 
globalization or technological progress. 

Two facts often put forward are that in 2005, only one of the 25 largest IPOs took place in the 
United States, and that going-private transactions have reached extremely high levels, both in 
number and value of deals. 4 In late 2006, Senator Charles Schumer and New York Mayor Michael 
Bloomberg argued that “while New York remains the dominant global-exchange center, we have 
been losing ground as the leader in capital formation.” 5 

This report attempts to provide a context for evaluating arguments about the competitive position 
ofU.S. stock markets. The tables and charts below present data that illustrate trends in global 
markets since 1995. The first set of data gives a sense of how the world’s stock exchanges rank in 
size — in other words, where the competition lies. Subsequent tables set out data on new listings 
and delistings at the major exchanges, and on trends in international listings. Finally, the record in 
capital formation is examined: how much have firms raised on the major exchanges through 
IPOs, through follow-up stock offerings. Some data ongoing-private transactions are also 
presented. 



Who Are the Competitors? 

The World Federation of Exchanges compiles statistics from 5 1 stock exchanges around the 
world. At the end of September 2006, the market value of shares listed on these exchanges was 
about $45.6 trillion, but this was not evenly distributed. There was a top tier of six exchanges, 
each with more than $3 trillion in market capitalization. 6 Two of these were American (the New 
York Stock Exchange (NYSE) and Nasdaq), two Japanese (the Tokyo and Osaka Stock 
Exchanges), and two European (the London Stock Exchange and Euronext). 7 These six accounted 
for $31.3 trillion in market capitalization, or 70.9% of the total. 

There is a second tier of exchanges whose market capitalization fell between $ 1 trillion and $2 
trillion: the Toronto Stock Exchange, the Deutsche Borse, the Hong Kong Exchanges, the BME 
Spanish Exchanges, and the Swiss Exchange. These five markets combined accounted for $6.7 
trillion in market capitalization, nearly the same as the remaining 40 exchanges, which added 
$6.6 trillion, or 14.4% of the total. Table 1 and Figure 1 set out these figures. 



4 Remarks by Treasury Secretary Henry M. Paulson on the Competitiveness ofU.S. Capital Markets to the Economic 
Club of New York, Nov. 20, 2006, available online at http://www.ustreas.gov/press/releases/hpl74.htm. 

5 Charles E. Schumer and Michael R. Bloomberg, “To Save New York, Learn From London,” Wall Street Journal, Nov 
1,2006, p. A18. 

6 The market capitalization figures cover domestic companies only, because inclusion of foreign listings would cause 
double counting. 

7 Euronext was formed in 2000 by a merger of the Paris, Brussels, and Amsterdam markets, and absorbed the Lisbon 
stock exchange in 2002. 
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All 51 markets are competitors, but when we think of global competition as framed by Senator 
Schumer and Mayor Bloomberg — a struggle to become (or remain) the world’s financial 
capital — it makes sense to focus on the top tier, without ignoring the possibility that the second 
tier markets may rise to the level of global competitors, either through growth of the domestic 
corporate sector, merger with other exchanges, or cost-saving innovation. Indirect evidence for 
this assumption is provided by the recent behavior of the NYSE and Nasdaq, which have 
responded to competitive pressures by pursuing mergers with Euronext and the London Stock 
Exchange, respectively. This report will present data on the top tier markets, and on the second 
tier where it seems appropriate. 



Table I. Market Capitalization of Domestic Shares: September 2006 





Market 


Percent of 
Total 


Exchange 


Capitalization 
($ in trillions) 


New York Stock Exchange 


14.37 


31.55 


Tokyo Stock Exchange 


4.42 


9.70 


Nasdaq 


3.67 


8.06 


London Stock Exchange 


3.44 


7.55 


Euronext 


3.36 


7.38 


Osaka Stock Exchange 


3.04 


6.67 


Subtotal 


32.30 


70.91 


Toronto Stock Exchange 


1.64 


3.60 


Deutsche Borse 


1.43 


3.14 


Hong Kong Exchanges 


1.36 


2.99 


BME Spanish Exchanges 


1.15 


2.52 


Swiss Exchange 


l.l 1 


2.44 


Subtotal 


38.99 


85.60 


World Total 


45.55 


100.00 



Source: World Federation of Exchanges. 
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